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Public and Private Debt in 1950

THE rise in total public and private debt during 1950
was 538 billion—an amount {ar execeding net addibons to
debt outstanding in any fermer peacetime or mobilization
l\;emr‘ Tulike most other years wn the past two docades,

owever, the expansion was almost whelly confined to the
privoto debt catégory.  Total net private debt amoanted to
$245 billion en Deeenlyer 31, 1950, $34 Lillion (or 17 percent)
nbove net nutstfmdin%s at the ond of 1940, Thaere was little
changre it the Federnl Govarmment debt position during the
year, butb n continuing addition was miade o the outstandin
obligationa of Btate and local governments. As a result o
the lnrge incrense in privata dobt, the proportion of Lotal net
debi represented by public obligations had declined to 49
pereent ab the cod of 10530, (Thiz proportion may ba com-
poved to the 65 porcont reached during the war, )

The magnitode of the vise in private indebtodness duein
1950 may be compared to changes in other mensures o
econnic activity. "The gross nntional prodect advanced
from %257 hbillion o 1940 to $282 hbillon in 1950. More
significantly, » comparison batween the fourth guartars of

1649 pogd 1950 shows a rise of abont one-fifth. isposeble
persopzl income, plus retained em?omta emrnings in the
fourth quarter of 1960 hed expeoded 20 paveent nbove the

fourtl guarter of 194% level of 5194 billion {(nnouval rates).
In order to assess properly the significance of ¢ in
the debi strusturs, complebn badance shesd dats would be
necosemy. However, the rapid dgl_*uwt.h in private indebted-
ness during 1950 may bo viewod in connoction with portial
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indications of other balance sheet changes such as the year's
growth of $8 billion in liquid assets (cash, checking and
savings depesits, snd . 5. (overnment secorities). Also,
individusls and buziness made gress acgnisitions of almost
$50 Dbilliom in new homes, plant and equipmont, and sddi-
tional business inventories.

The computed avernge intsrest mte on gross public snd
privata debt remained etabls from 1949 (o 1850, A long-
run, comperieon worth noting is that despite o debt nggregato
more then 24 timoes ne gllmt as in 1929, tolal interest pay-
monta ara only one-fifth laxger. Computed averags interest
rates on both public and private dobt heve beesn reughly
halved sines 1929,

Corporate liabilities lead expansion

Among the major componenis of private debt, the largest
ineranse—both absolube and relative—eeenrred in corporate
short-term lisbilities. The rise in wban mertpage credit
aceolernbed, while expansions of verying degres were recorded
in obther ontogories of private debt. An sppsrent excepiion
in the case of farm production credit is explained by the
lessaned need for Commodity Credit Corporstion price
support loan setivity duving 1950 as o result of ruing farm
prices.

Fedaral debt rise delaved

The uptwn in Federal Government net debt, mitiated in
1949, was hold to 2 negligible amount during 1950 und even
reversad in the first six months of thia year bacause of loiger-
than-expeoted revepnes and the Jog m actusl defense ox-
pencditores, At the sond of December 1950 Federal net debi
amounted to $219 billion; by the end of last June, o vedue-
tion of ronghly 3 billion hed been accomplished, In the
nbeence of wdeguate new rovenua legizlation, however,
steadily increasing defense expendituras will necasaitate defi-
eit finnneing nad additions to the public debt during the
Soming yeor.

State and Iocal government debt up

The incrensa of over $2 hillion in the aet indebtedness of
Stato and foeal povernments wis about avcni?' divided be-
tween the two government levels, The year's increass in
State gorernment debt ean be traced to deficit operations
reported by 40 States in 1950. This condition iz primarily
a raflection of increazed comumitments to loeal povernments,
lnrge-seale highway nnd institutionnl construetion, pay raisss,
higher material costs, ond expanded public welfare assisiance
propgrasms.

However, f‘;‘essurn of incrensed costs fell more heavily on
the local levels of government where limited toxing authority
handicapped the senrch for new scurces of revenue. Conse-
quently, loenl governments hava pressed for increased State-
vicl and enabling legislntion which would expand their tax-
ing powers. As o result of State response to local problems,
the debt inerense far States in fizca! yewr 195G amounted to
35 parcent, while only o 7 pi-frcant expansion was reported
by loenl governments. Within the loesl government level,
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the most matked rite ocourred in the dabt of school districts,
reflacting primarily the eonstruction of new facilities to pro~
vide for the increasing population in the school-age groups.

Corporate debt increase accompanies
business expansion

At tha and of 1980, total corporate net debt amounted to
$135 billion, $20 billion mors then o yeor esrier. Of this
increase, about 33 billion, represented the net addition to
long-term dabt—a moderaic expansion, censidering the
huge volume of mew investment in plaat ond equipment
during the year. . .

The remainder of the year’s incresse in net corpornte
dehi— %17 billioh—represcnted cxpanded trade {m bles
ghort-term bonk lonps, Federal income tax liahilicy, and
miscellanecus liability end neerual accounts, Roughly one-
third of the expansion waa dus to la Federal income tax
liabilities, ocoesioned not only by rising profita but nlao by
higher tax retes snd the excesa profits tex imposed in the
second half of the yesr. Another important factor was the
growth in trnde payobles and inventory leans from banks
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Despits the magnitude of corporate indebtadness st the
antl of 1850, nte indieations point to o favorabla finan-
cial condition. Corperate holdings of liquid asseta are the
higheat on record, net working capital positicn is still imprav-
ing, and the pustained volume of corpornte profiis after taxes
hea been sufficient to maintain a entisfactory dividend record
ongd finanes & aubstantisl portion of investment and working
capital requirements. y b is expected that any privabe
financing difficulties in connection with ths progressing
defanse program will be slleviated by direct or mdirect
Government asaistance.
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Nonfarm morigage debt climbs steeply

A 310 bilhon expansion, almost twice the 1949 incresse,
took plece in the residential snd eommercisl resl estatoe
mortgage field during 1%50. The spectacular $21 billion
outlay for new privats construation in 1950 wes the sulming-
tion of a building boom made possible by tha availability of
materials, high incomes, large holdings of liqgid fssots, and
weeptionally easy credit terms. Measures by the Federal
{tovernment: to restrain inflationary ﬂrmsum and reduce the

nceornpanying the sddition of $7X¥ Lilllen to corporate  volume of nonessentiol construction have affected renl estate
inventory - eradit in 1951.
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Toble 5.=Grose and Net Corporate Debt, End of Colendar Yoar, 194%-50
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Lifs mauranca eompanies wers the greatest single source of
funds in 1H50—¢xpmdir|.gbmnrtgngﬂ portiolios by $3 billion.
Mutund and commercinl banks together added $3.5 hillion
to their holdings, while savings and lonn associetions, the
lorgest single hpfderﬂ of 1-4 family residential mortgages,
increpsed their inveatments by $2.1 billion.

Farm debt continzes upward

The postwor form mortgage debt incrense continued
through 1950 at an necelerating poeo; the 8 poreent expoansion
during the tﬁ&r raised the total outstending to $5.8 billion,
Factors in farm morigage market in 1850 were increased
turnover (indiented by nn upturn in the volume of farm
sales and mortgage recordings) and higher prices for farm
land, Aw important limitation in new dobt formation is the
strong meame and liquid nsset position of farmers—approxdi-

40 percent of farm sales in 1850 were on an
basis. Forced morégage liguidntion by forcolosurs or
involuntary sales remained nt a low lovel,

A total of $8.1 billion in production losn credit was out-
standing agsinst farmers ot the close of 1050, refiocting a

Boamns: T, 3, Toxeey Doparkoant, Bk of Inteein] Reveous: Inteestate Commpeyne
Qimeanisalon; TF Hmm};tmmkﬂ Oout;qm. Oty of neny Eornpmoia

& percent decline from the previcusz yenr. Exeleding Com-
mudigy Credit Corporation lonns and guarantees, the re-
mainder represents the credit extended to formors snd coop-
grotives by eommercizl banks and fnrm credit ¢ies.
These outstandings advanced from §4) billion at the close
of 1949 to over 3% billion in 1950, rising 16 percent.

Commeodity Credit Corporation loans and guarantess are
not debt in the usua! senae, since the loans ore nonrecgurse in
form and srise in ¢onneection with pricesupport activity b;
the Government. Price-support loans outstonding dro
31 lli.'ni]]iu:lln during 1980, reflecting higher prices for farm
producis. i

The Bureau of Agriculturnl Economics estitates that farm
consumer indebtedness totaled about $2 billion ot the clese
of 1950 (such credit is included in the gensumer debt category
in this study). Short-term debt for hoth consumption and

duction oses climbed noticenbly as farmers made

ﬂ%ar use of eredit in Anancing such working capital assots
and durnble 8 08 machinery and egipment, motor
vobicles, building materisls, livestock, end home furnishings
and equipment,

d



Beptember 1961

Noncorperate commercial debt shows marked

Zin

In the noncorporate, nonfeim sector, commercial debt
rogs 27 pereent nbove the 1949 loval in registering o $2 hillion
gain. is meries (tnble 7) represents bank commercial and
mdustrial leans to noncorporate businesses, overdrafts, and
loans to institutional borrowers. (Trade payables enrried

on the baoks of noncorporate business firms are not neluded
becnuse of the lack of datn.)

Generolly speaking, noncorporate businesses use shori-
term borrowings primarily to finance working capital raquire-

ments. In thie regard it iz interesting to note that a 51.8
billion debt addition was aceompanied by a $2.7 billion ex-

gion in inventory book wvalue. Institutional borrowers
Milding and loan sssaciations, credit unions, clubs, churches,
ptei]éﬁngm mnde aizable ndditions to their shoré-lerm debt
in .

Security loans rise

Losns to purchase or carry securitied mounted rapidly dur
ing 1950, reaching $4.2 billien af the end of the year {pn in-
cranse of 20 pergant), This riae in security loans outstanding:
can ba attributed to bu t markat, conditions and the low

mm*ngin requirements in i f .
1950. Whils the expapsion during 1950 was gmtu rapid
the total o6 the and of the yenr was still ondy t hlf of
the level reached in 1945.

Loans by banlks on stock collateral and extension of credit
by brokers and denlers are controlled by the Board of Gover-
nors of the Fodernl Reserve System under regulations U
and T. As part of s flaxible credit eontrol program, the
Board of Governora raised margin requirements to 100 per-
cent 1 January 1948, in order {o ourb speculative activity in

rce during most of 1949 and all of -
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the face of postwor inflationary tendencies. In the ensving
Fenr ﬂumml]dt':lc.lg Ioans were cut in half. As inflationa
pressures nbated, morgin requirements wera dropped to 7
percent in 1947 and lowered to 50 porcent in 1949,  Early
this year and in line with a more stringent credit policy, the
Board reimposed the 75 percent requirement. .

Policy loans of life inzuranes companics incrensed during
1950, bringing total loans at $2.4 billion up 24 percent from
the $1.9 hillion cutstonding at the beginming of the postwar
period. This sxpapsion has besn sttributed to incressed
policy ewnership and larger accumnlated loan vnlues, rather
thon to any i sanb increnss in distress borrowing.
repaymentz of old loans have of coursa been an offsetting
factor. New policy loans in 18950 totaling 5513 million
were arulmt:s\.nt.iﬁl{lr oifset by repoyments nod maturity retire-
menta of $344 million.

Consumer credit confinues upward

Ebrpﬂ.ndin%fnr the seventh suanesaive year, sconsumer credit
ranched $20 billion in 1950, repistering 0 20 pereent gain over
the previous yewr, The 334 billion added to consumer debi
during 1950 was the largest absolutegnin ever recorded. In-
stallment: eredit incrensed 2¢ percent during the year, while
the remaining forms of consumer cradit advanced 12 percent.
Federal Reserve Hoard control of consumer installment
eredit was reinitiated in Septomber 1950 and stricter terms
snnovnced » month Inter (Regulation W). The purpose of
the regulation was to nssist in the modaration of inflatio
pressures and the proper allocation of production in a mobili-
zation period, In terma of ability to pay, thers is little
doubt thet consumers in the ta ara woll able to cmry
their current oblignéions. e present level of comsumer
cradit outstonding is about one-tenth of disposable personal

Tablo 6.—Nonfarm Mortgage Debt by Bovvewing and Lending Groups, by Type of Peopeety, End of Calenedar Year, 1045-50 1
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inecome (personal income after income taxes and other pay-
ments to Government), and one-eighth of personal holdings

of liquid assels.
TECHINICAE NOTE

pia amidoyed o this stody were tully disewnsod i Ui orhichs pullisdicd n the
Quriobar 1060 isrnn af Che Buerey, pago 13, "Tho adjusiments Dor diplkatkon any gaf=-aplon-
atary in (ables 3 snd 4; doplcntiop corporalo dobt (ko 6} & ronfined Do d et owed $o ol
momberg of o ollilisted pyelem. repceT |6 ming Teforred fo tho BTG KRG For cEHmdLy
o yoars prior oo L1145,

The Business Situatlon
(Continyad from p. I

overall doficit of the ERP eountries with the United Statos
from rising ns fest as the increased requirpments would
othoywise e t. ‘

A geogrophic breakdown of these devalofments discloses
that while & large part of the additional doller requirsments
arn originating m the United lingdom, $he increased dollar
{k:c[:lemﬁt.ures ¥ the United States ave more likely to benefit
ihe Evuropeats continent.

Govarnment nid to Europe, sther than mifitary, ineroased
giightly from the precedimg gquarter. The second aquarter
disbwrsements of 600 million were ot o considerably higher
rate, howover, than the amounts lik to be dishursed
during the ewment year from unexpended (bet allocnted)
funds from previous yeors' alppro viations and the now apgro-
pristions suthorized by the House wnd Senate. Comse-
quently, the nid disbvisements ave likely to decline scon
below the second quarter rate of the deficit on goods nnd
services other than military of nealy §2 billien,

Thus, new adjustiments in the tronssctions betwoeen Europe
mul the United States will be required as coonomis aid is
reduced, ond alternative means of seewring goods are
develeped,

Increased outflow of capitel finances
Canadion deficit

The viging surplus on goods end services with Canace was
finaneed largely by nn inereased cutilow of private Unitod
Sintes capital.  Most of this ineresse consisted of lonns and
wis jnduced by eredit restrigtions and the resulting vising
nterest rates in Canada, which led borrowars in that counir
to lock &o the United States for funds. Sinca theae credit
reatriclions can nlso e oxpssted 1o redues the demand for
imporlts from the United States, the Canndian deficit can be
expected to decing and the form of finncing which was
avpilable durmg the second gquarter may not have to be
relied upon in the future.

Larga milicery purchnses by Canada in the Tnited Sto
unless t-h&m*e offset by similar purebases by the Uhite
Sintes in Canada, may prevont 1hiz favorable develepment.

Latin American deficit less basic

The Latin American doficit, aside from that pat which is
cansed by the lower imports of coffee during the sccond
uarkey, does net appenr to be g0 Besic ne that of Europe.
abin Amerien hns been o major beneficiary of the lorge fize
in demand for, and prices of, raw materials pnd foodsiulls
in the past yenr, anel even the pries declines during the laat
months arc unlikely Lo aifeel the total dollar earmings of these
comntriea. The rise in United Stales exporls, porticuloly
o countriea whieh vecontly rolaxed exchangs restrictions,
may continue so long as the giuuda are nrailable hore or wntil
sueh higher oxports again induce exchango stringencies, It
ig nol imposgible, however, that even in some of theso coun-
iries nventories of imported goods will necewmulete bafore a

tightening of exelmnge restrietions becomes necessary, thus
inducing a “normal,’’ or wmmket, decdine in the demand for
imports from the United States.

Sterling area may have small deficit

It nppears that all the axpected changes in exports, im-
ports and Government aid will rasult in & decling of tha
surplus on goods, sarvices, and unilaternl transfers of the
eterling arex with the United States, which amounted to $1
billion nt &n annual réte durin tha_firat- helf of 1951, or moy
even create a smoll doficit.  Additions! dellar requrrements
arising from purchases in Connda, Cuba, and other dollar
countries and from purchases of oil E’uduﬂad abroad by
American companies will accentuate thess changes in the
dollar nceount of the sterling nreag.

As in the previcus experiences with rising dissquilibrium in
the dellar irsnsactiona of the sterling aren, the knowa trans-
actionz directly with the United States ds not altogether
explain the intensity of the development, Quite regulaely
at such occasions the unncopuntad-for payments by the
gstarling ares rise rvapidly. From the first to tha sacond
quarter ¢f 1851, these tronsactions hy the sterling ores ross
from net dollar rec%il]:]ta of about £156 million to net payments
of $223 million, is coml with o nat increase in tha
errors and omissions in the United States bolance of payments
with all countries by only $60 million, A large part of this

ghifi in the unexplained transnctions of the sterling area ma
be due to the decline in United States hases of wool,
rubber, and tin from the first to the sacond quzrter, which are

not rellected in the actual import figures since the latter lag
asvorst months behind the purchazes.

Another part moy roflect hidden eapital movemants, al-
though thers do pot appenr t¢ have been mny particular
roasons doming thet pertod for major shifts of capital to the
United States. :

More likely, however, are incressed dollar payments

inat sterling to oilier countrios which—as happened in
154 7—requireq inorensed dollar resourees to Incilitate larper
purchases in this country ns long as the opportunity for such
purchases was fovorable. I this iz the sase, it would indi-
cats again the sensitivity of the British dollar reserves to
developments of the balance of payments in the rest of the
world—not only the sterling area—resulting from the lavgs
liguid zterling assets held by countries outside the sterling
oren n2 monotary reserves and commercial worldng balanees.

Unlike in 1047 and 1949, when the change in the balance
of payments of the sterling aren with the United States
reflectesd 2 subatantisl incrense in the deficit of the stecling
area, the change I8 now {from o lags surplus to & position
not far frem balance. Furiliermore, 1ising supply stringen.
cies in the United States may agsin retduce exports to the
sterling aren couniries and curtnil the demand for dollary
]tlﬁf other countries. In fact, the continued high imports b

a United States coupled with a vising sceveity of
available for eommereinl axports moy craata in the not too
for distant feture s new suﬂa usin the balance of payments of
fereign countrics with the United Siates, enabling them aguin
to huild up their zold and dollar resarves,



